Section 4

Explanation
of Terms

The Expl anati on of Terns sectionis
designed to clarify the statisti cal
content of this report and shoul d not
be construed as an i nterpretation of
the Internal Revenue Code, related
regul ati ons, procedures, or policies.

The definitions and expl anationin
this sectionrelate to colum or row
titles used inone or nore tables in
thi sreport. They provi de backgr ound or
limtations to such titles, and are
necessarytointerpret thestatistical
tablestowhichtheyrel ate. For each
of thesetitles, thelinenunber of the
tax formonwhichit isreportedappears
after thetitle. Definitions marked
wi ththe synbol Dhave beenrevisedfor
1995 to reflect changes inthe |l aw

Furt her information about many of
theitems inthis report can be found
inSectionb5, 1995 Forns and I nstruc-
tions.

Additional Standard Deduction
(itncludedinline 34, Form1040)

See " St andar d Deduction. "

Additional Taxes
(l'ine 39, For m1040)

Taxes cal cul at ed on For m4970, Tax on
Accurul ation Di stribution of Trusts
and/ or Form 4972, Tax on Lunp-Sum
Di stributions werereported here.
Adjusted Gross Income Less
Deficit
(l'ine 31, For m1040)

I ncone that had to be reported for
t he cal cul ati on of total i nconme (line
22, Form1040) and of adj usted gross
i ncone i ncludedthefoll ow ng:

» Conpensationfor services, includ-
i ng wages, sal ari es, fees, comm s-
sions, tips, taxable fringe ben-
efits, andsimlar itens;

e Taxabl ei nterest recei ved;

* Dividends and capital gaindistri-
buti ons;

« Taxabl e ref unds of state and | ocal
i ncone t axes;

* Ali nony and separ at e mai nt enance
paynent s;

* Net i ncone deri ved f roma busi ness,
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prof essi on, or farm

* Net gain fromthe sal e of capital
assets;

* Net gai nfromthe sal e of busi ness
property;
* Taxabl e anount s of annuities, pen-

sions, and i ndividual retirenent
arrangenent (I RA) distributions;

* Rents and royal ti es;

* Distributive share of partnership
or Scorporationnet i ncone;

* Net i ncone fromanestateor trust;
* Unenpl oynent conpensati on;

* Taxabl e anount s of soci al security
and railroad retirenment (Tier 1)
paynent s;

* Prizes, awards, and ganbl i ng wi n-
ni ngs;

* Amount s recei ved t hat wer e cl ai ned
as adeductionor credit inaprior
year; and

 Barteringincone.

Some reported i ncome was fully or
partially excluded fromtotal i nconme
for 1995. The followwngis alist of
suchitens:

* The cost basi s of pension, annuity,
or | RApaynents or distributions;

» Tax-exenpt i nterest;
* Li mtedexclusionof social secu-
ritybenefitsandrailroadretire-

ment benefits (only reported if
t her e was al so a t axabl e anount) ;

Limtedexclusionof qualifiedfor-
ei gn earned i ncone; and

* One-tinme exclusionof part or all
of the gainfromsal e of princi pal
resi dence by i ndi vi dual s who are 55
years of age or ol der.

Fromtotal incone, the follow ng
statutory adj ustnents (Iines 23t hrough
29, Form 1040) were subtracted to
arrive at adj usted grossincone (line

31, Form1040):

Contributions to self-enployed
retirement pl ans (Keogh or sinpli -
fied enpl oyee pensi on) and certain
contributionstolRAs;

* Movi ng expenses;

* One- hal f of sel f-enpl oynent tax;

e Self-enployed health insurance
deduct i on;

* Forfeitedinterest and penalties
i ncurred by per sons who nmade pr ena-

turew t hdrawal s of funds fromti ne
savi ngs accounts;

Al'i nony paynent s;
 Forestation or reforestati on ex-
penses;
* For ei gn housi ng excl usi on;
[ORepaynent s of suppl enmental unem
pl oynent conpensati on;
e Certain expenses of

performngartists; and
* Amount of jury duty pay reportedon
line2l, Form1040, that was repaid
t o enpl oyers.

qual ified

Adeficit occurredif the all owabl e
excl usi ons and deductions exceeded
grossincone, (i.e., theanount online
30 was greater thanthe amount online
22).

Adjustments
See “Stat ut ory Adj ust nents.”

Advance Earned Income Credit
Payments
(l'ine 52, For m1040)

Taxpayer s who bel i eve t hey woul d be
eligiblefor theearnedinconecredit
at the end of the year coul d recei ve
part of thecredit fromtheir enpl oyers
as an additional paynment in their
paychecks duri ng the year. Those pay-
ments werethenshownonthetaxreturn
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wher et hey eit her i ncreasedt he bal ance
due anount or reducedt he anmount of t he
over payment .

Alimony Paid
(l'ine 29, For m1040)

Paynent s nade as al i nony or separ at e
mai nt enance count ed as a deducti on (an
adjustnent to total incone) for the
per son payi ngt hem

Alimony Received
(l'ine 11, For m1040)

Paynments received as alinony or
separ at e mai nt enance were i nconetothe
personreceivingthem

All Other Taxes
(lines 47, 49, 50, 51, 53, 54, Form
1040)

For the statisticsinthisreport,
t hi s anount represents the sumof t he
sel f-enpl oynent tax, tax from the
recapture of theinvestnent credit and
t he |l owi ncone housi ng credit, soci al
security and Medicare taxes on tip
i nconme, penalty tax onqualifiedre-
tirenment pl ans, househol d enpl oynent
t axes, and ot her unspecified taxes
whi ch i ncl uded uncol | ected FI CA (or
soci al security) tax ontips, excess
gol den par achut e paynent s, and secti on
72 penaltytaxes. Thisdiffersslightly
fromt he “ot her taxes” portion of the
Form1040 itself, whichincludedthe
taxes |istedaboveplusthealternative
m ni rumtax, and the advance ear ned
i ncone credit paynents recei ved. Al -
ternativemninumtaxistabulatedin
thisreport asapart of “total i ncone
tax” and is one of the criteria for
det erm ni ng t he t axabl e or nont axabl e
classificationof thereturn. House-

hol d enpl oynent taxes and advance
ear ned i ncone credit paynment s are shown
as separateitens in conputingtotal
taxliability, bal ance due or refund.
(See al so “Taxabl e and Nontaxabl e
Ret urns” and “Tot al I ncone Tax.”)

Alternative Minimum Tax
(l'ine 48, For m1040)

The alternative m ni numtax (AM)
was | evi ed on benefitsreceivedinthe
f or mof deduct i ons and excl usi ons whi ch
reduced ani ndi vi dual ' s regul ar ef f ec-
tivetaxrate. These benefits, known as
“al ternative m ni numtax preferences
and adj ustnents,” resulted fromthe
treatnent that the tax | aw gave to
particul ar i ncome and expense itens.

Al ternative m ni rumtaxabl e i ncone
(l'ine 21, Form6251) was defined as
t axabl e i ncone adj ust ed f or net oper -
atingl osses fromot her tax years pl us
t he anount of adj ustnents and prefer-
ences. Alternative m ni mum taxabl e
i ncome (AMIl) was t hen reduced by an
exenpti on anount determ ned by filing
statusand AMIl . If thereturnwasfil ed
jointly by a married couple or a
sur vi vi ng spouse, t he naxi rumanount of
t he exenpt i on was $45, 000. The maxi mum
anmount for asingl e or head of househol d
t axpayer was $33, 750, andfor anarri ed
couplefilingseparately, $22,500. The
AMI excl usi on was phased out if AMII
exceeded certain |l evel s. For single
t axpayers, the phase-out began at
$112,500 and ended at $247,500. For
joint returnstherange was $150,000to0
$330, 000, and for married couples
filingseparately, therangewas $75, 000
t 0 $165, 000.

| f there was an anount remaining
after subtractingthe exenption, the
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first $175,000 ($87,500 or less if

marriedfilingseparately) was taxed at

a 26 percent rate; any excess was t axed
at a 28 percent rate. Thi s anount was
t hen reduced by therecal cul ated al ter-

nati ve mni numtax, foreigntaxcredit,

and regul ar i ncone tax beforecredits
(l'ine 38, Form1040 pl us any tax from
For m4970 i ncl uded on | i ne 39; For m1040
m nus theregular foreigntaxcredit,

line 43, Form1040) to arrive at the
al ternative m ni numt ax.

Basic Standard Deduction
(itncludedinline 34, Form1040)

See " St andar d Deducti on. "

Business or Profession Net Income
or Loss
(l'ine 12, For m1040)

Thi s source of inconme or | oss was
reported by i ndi vi dual s who wer e sol e
proprietors of a nonfarm business,
i ncl udi ng sel f-enpl oyed nenbers of a
pr of essi on.

| f two or nore sol eproprietorships
wer e oper at ed by t he sane t axpayer, the
si ngl e anount of net incone or |oss
i ncl uded i nthe adj usted gross i ncone
repr esent ed t he conbi ned net i ncone and
| oss fromall sole proprietorships.
The proprietor was requi redto excl ude
i nvest nent i ncone f r ombusi ness pr of -
itsandincludeit, instead, withthe
vari ous types of i nvest nent i ncomne f or
whi ch separ at e provi si ons wer e nade on
t he i ndi vi dual i ncone tax return.

Tot al expenses (|ine 28, Schedul e O
wer e deduct ed f romgr oss i ncone (| i ne
7, Schedule C) toarriveat atentative
profit or | oss. Expenses for busi ness
use of the taxpayer's hone (Iine 30,
Schedule C) were then deducted to
arrive at net i ncone or | oss. Conpen-

sation of the proprietor was taxable
i ncone and, therefore, not al |l owed as
a busi ness deducti oni n conputi ng net
i ncone. The deducti on of net operating
| osses from previous years was not
consi der ed a busi ness expense, but was
of f set agai nst “Q her I ncone” (i ne 21,
For m1040) .

| nf or mat i on on sol e propri et or shi ps,
busi ness recei pts, and expendi tures
can befoundintheannual sumer i ssue
of the Statistics of I nconeBulletin.

Capital Assets
See “Sal es of Capital Assets, Net
Gain or Loss.”

Capital Gain Distributions Reported
on Form 1040
(l'i ne 13, Form1040)

These di stri butions incl uded | ong-
termcapital gaineither credited or
distributedtoindividual taxpayers by
regul at ed i nvest nent conpani es, nut ual
funds, andreal estatetrusts. Taxpay-
ersalsoreportedcapital gaindistri-
buti ons on Schedul e D, Capital Gains
and Losses, but they could enter the
distributions directly online 13 of
Form1040i f t hey had no ot her gai n or
| oss to report on Schedul e D.

Capital Gains and Losses

See “Sal es of Capital Assets, Net
Gain or Loss.”

Casualty or Theft Loss Deduction,
Nonbusiness
(l'ine 19, Schedul e A)

Nonbusi ness casual ty andt heft | osses
wer e deducti bl e, as anitem zed deduc-

tion, fromadjustedgrossinconetothe
ext ent t hat nonr ei nbur sabl e net | oss



Expl anati on of
Ter ns

91

for each such casualty or theft ex-
ceeded $100, and t he combi ned anmount
for all net |osses during the year
exceeded 10 per cent of adj usted gross
i nconme. (See al so” Total Item zed De-
ductions.”)

Child Care Credit
(l'ine 41, For m1040)

This credit could be clained by
t axpayer s who, whi | e enpl oyed or | ook-
ing for work, incurredexpenses for the
care of dependent chil dren under age
13, or di sabl ed dependent s of any age.
Qual i fi ed expenses incl udedthose for
servi ces performed w t hinthe hone by
non- dependent babysitters, nmaids, or
cooks. Expenditures paidfor thecare
of children under the age 13 or any
ot her qualifiedindividual s for out-
of - hone, non-institutional carequali -
fiedfor thechildcarecredit.

The maxi nrumanount of care-rel ated
expenses onwhichthecredit coul dbe
based with one qualifying child or
dependent, was the smal | er of earned
i ncome or $2, 400; with nore t han one
dependent thecredit was based onthe
smal | er of earnedi ncone or $4, 800. For
returns of married couples filing
jointly, earnedinconereferstothe
ear ni ngs of the spousewi ththel esser
ear ned i ncone. Exceptions were al | oned
i f the spouse was di sabledor afull-
tinme student.

The credi t was equal to 30 percent of
el i gi bl e expenses for taxpayersw th
adj ust ed gross i ncone of $10, 000 or
| ess. The credit was reduced by one
per cent age poi nt for each partial or
full $2,000i ncrement of adj ust ed gross
incone in excess of $10,000 up to
$28,000. The credit remmi ned at 20
percent of expenses for individuals

wi t h adj ust ed gross i ncone over $28, 000.

The anount of t he credit whi ch coul d
beclainedwas limted toincone tax
beforecredits, and any excess was not
r ef undabl e.

Contributions Deduction
(l'i nes 15- 18, Schedul e A)

Taxpayers coul d deduct contri bu-
tions to certain organi zations that
were religious, charitable, educa-
tional, scientific, or literary in
purpose. Contributions could be in
cash, property, or out-of - pocket ex-
penses that a taxpayer paid to do
vol unt eer work for aqualifiedorgani-
zation. Contributions were all oned as
an item zed deducti on on Schedul e A.
Cashcontributionsweregenerallylim
itedtoone-half of thetaxpayer’ s AQ.
Contri butions of capital gainproperty
were generally limted to 30%of the
t axpayers AG . Therefore, the sumof
t he separate charitabl econtributions
coul d be norethanthetotal deduction
(whi ch had beenlimted). Contri bu-
tions whi ch coul d not be deduct ed due
tothe AG limtationcouldbecarried
over tofutureyears (and brought over
fromprevi ous years). For all chari -
t abl e contri buti ons of $250 or nore, a
wittenacknow edgnment fromthe quali -
fied recipient organizati on was re-
qui r ed.

Credit for Federal Tax on Gasoline
and Special Fuels
(1'i ne 60b, Form1040)

This credit (cl ai med on For m4136)
was al | owed for federal excisetaxes
pai d on gasol i ne and speci al fuels,
such as gasohol and diesel fuel,
provi ded t he fuel was used for certain
pur poses (such as f ar mor non- hi ghway
useinatrade or busi ness), bought at
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a price that included the tax, and a
refund of the tax was not request ed or
received. The credit could reduce
unpaidtotal taxliability or couldbe
refunded. Aone-tinmerefundabl e credit
was al l oned t ot he ori gi nal purchaser
of a new, qualified diesel-powered
hi ghway vehi cl e. The credit was $102
for acar, and $198 for alight truck
or van.

Credit for the Elderly or Disabled
(l'ine 42, For m1040)

Acredit (cl ai med on Schedul e R) for
theelderlyor permanentlyandtotal ly
di sabl ed was avai | abl et ot axpayers age
65 or older (within certain incone
limtations), andtothosetaxpayers
under age 65 who had retired with a
per manent and total di sability andwho
had received taxable inconme froma
publ i c or private enpl oyer because of
that disability. Theinconme to which
the credit coul d be appl i ed was r educed
by nont axabl e anount s of soci al secu-
rityandrailroadretirenment benefits,
veterans’ pensions, and any other
pensi on, annuity, or disability ben-
efits that were excl uded fromi ncone
under any ot her provi si ons of thel aw.

An i ndi vi dual was consi der ed per na-
nently andtotally di sabl ed when he or
she coul d not engage i n any subst anti al
gai nful activity because of a physi cal
or ment al condi ti onwhi ch had |l ast ed,
or was expectedtol ast, at | east twel ve
nont hs, or was determ nedtobeterm -
nal .

The maxi numcr edi t avai | abl e ($1, 125),
waslimtedtototal i ncometaxwthany
excess not refundabl e, and was r educed
if the taxpayer’s incone exceeded
certain levels. Generally, if a

t axpayer’ s i ncone was hi gh enough to
requirethereporting of social secu-
rity benefits as taxabl e i ncone, the
t axpayer coul d not take the credit.

Credit from Regulated Investment
Companies
(1'i ne 60a, Form1040)

Taxpayers were requiredtoinclude
intotal i ncome any anount s whi ch were
all ocated to them as undistri buted
| ong-termcapital gains of regul at ed
i nvest ment conpani es. |f investnent
conpani es paidtax onthe capital gain,
t axpayers were entitled to claima
refundabl e credit (clained on Form
2439) for their proportionat e share of
t he t ax pai d.

Credit to 1996 Estimated Tax
(1'i ne 64, For m1040)

This anmount was the part of the
over paynent of 1995t ax whi cht axpayers
specificallyrequestedtobecredited
totheir estimated tax for 1996. (See
al so “ Over paynent” and “Esti mat ed Tax
Paynents.”)

Deduction of Self-Employment Tax
(l'ine 25, From1040)

| f ataxpayer hadinconme fromself-
enpl oynment and owed sel f - enpl oynent
t ax, one-hal f of that tax was deduct -
ible for incone tax purposes. The
anmount was subt ract ed as an adj ust nent
fromtotal inconeinthecal cul ati on of
Ad .

Dividends
(l'ine 9, Form1040)

D vi dend i ncone consi sted of distri -
buti ons of noney, stock, or other
property recei ved by taxpayers from
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donmestic and foreign corporations,
either directly or passed through
estates, trusts, or partnerships. D vi-
dends al soi ncl uded di stri butions from
nmoney mar ket nmut ual funds.

D vi dends di d not i ncl ude nont axabl e
di stributions of stock or stockrights,
returns of capital, capital gains, or
I iquidationdistributions. Taxpayers
were al soinstructedtoexcl ude anmount s
pai d on deposits or wit hdrawabl e ac-
count s i n banks, nmut ual savi ngs banks,
cooper ati ve banks, savings and | oan
associ ations, and credi t uni ons, whi ch
weretobetreatedasinterest i ncone.

Earned Income Credit D
(l'ine 57, For m1040)

The earned i ncone credit for 1995
consisted of the basiccredit witha
maxi mumof $2, 094 f or one qual i fying
child, $3,110for two or nore qual i fy-
i ng children, and $314 for taxpayers
wi th no qualifying children. To be
eligiblefor thecredit withchildren,
t he t axpayer s nust have had a qual i fy-
ingchildlivingwththemfor norethan
hal f the year. The taxpayers' earned
i nconme and adj ust ed gross i ncone hadto
be each | ess t han $24, 396 ($26, 673 i f
nore t han one qual i fyingchild). Tobe
eligiblefor thecredit without chil-
dren, the taxpayer nust have ear ned
i nconme and adj ust ed gross i ncone | ess
t han $9, 230 and t hey (or t hei r spouse)
nmust be at | east 25 years of age and | ess
than65yearsoldtoclaimthecredit.
The credit was generally based on
earned i nconme, consisting of wages,
sal ari es, and ot her enpl oyee conpensa-
tion, plus net earnings fromself-
enpl oynent . Taxpayers coul d not t ake
thecredit if their filingstatus was
married filing separately, or they

cl ai red t he f orei gni ncone excl usi on.

For this report, the earned i ncone
creditisdividedintothreeparts: the
anmount usedto of fset i ncometax before
credits(limtedtotheanount needed
toreduceinconetax after creditsto
zero); the anmobunt used to of fset all
other taxes (limted to the anount
neededtoreducetotal taxliabilityto
zero); andtherefundabl e portion. (See
al so “Advance Earned Incone Credit
Paynents.”)

Earned Income Credit, Refundable
Portion
See "Earned I ncone Credit."

Earned Income Credit Used to
Offset Income Tax Before Credits
See "Earned | ncone Credit."

Earned Income Credit Used to
Offset Other Taxes
See "Earned | ncone Credit."

Employee Business Expense
See “ Unr ei nbur sed Enpl oyee Busi ness
Expenses.”

Estate or Trust Net Income or Loss
(l'ine 36, Schedule E, Part 111)

Thi s was t he benefi ci ary’ s shar e of
fiduciaryincome (w ththeexception of
theitens descri bed bel ow, whi ch were
reportedseparately) fromany estate or
trust. Income fromestates or trusts
i ncl uded anounts required to be di s-
tributed, anounts creditedto benefi -
ciaries’ accounts fromcurrent-year
fiduciary i ncome (whet her or not act u-
al lydistributed), and any ot her anmount s
whi ch wer e properly paid, credited, or
required to be distributed for that
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year.

Taxpayers excl uded their share of
di vi dends and gains or | osses from
sales of capital assets or other
property, fromestateor trust i ncone.
Such i ncone (whi ch nade up t he | ar gest
portion of income from estates or
trusts) wasincludedonthetax return
on the separate lines provided for
t hese i ncone types and was not sepa-
ratelyidentifiedfor thestatistics.
A loss froman estate or trust was
al l ocatedtothebeneficiaryonlyupon
settlenent or termnationof anestate
or trust andwas | i mted by the “passi ve
| oss” rul es.

For the tables, if areturn showed
net i ncone fromone estate or trust, and
anet | oss fromanot her, that returnwas
tabul ated in both the “total i ncone”
and “total | oss” col ums. The col ums
| abel ed “net i ncone” and “net | oss”
represent the sumof all incone and
| osses reported fromall estates or
trusts, i.e., thenet anount conput ed
onareturn-by-returnbasis.

Estimated Tax Payments
(1'i ne 56, For m1040)

Thisfigurerepresentsthetotal of
t he tax paynents made for 1995 usi ng
For m1040- ES, and any over paynent from
t he taxpayer’s 1994 return that was
applied to the 1995 estinated tax.
General ly, individual swererequired
t o make esti mated t ax paynentsif t hey
expected to owe, after subtracting
wi t hhol di ngand credits, at | east $500
in tax for 1995, and they expected
wi t hhol dingandcreditstobelessthan
the smal | er of : (a) 90%of t he t ax shown
on Form1040 for 1995, or (b) 100%of
t he tax shown on Form1040 for 1994.

Excess Social Security Taxes
Withheld D
(l'ine 59, Form1040)

If a taxpayer earned nore than
$61, 200 f or 1995 ($60, 600 f or 1994) in
t ot al wages f romt wo or nor e enpl oyers
in 1995, too much social security
(FICA) or Railroad Retirenent Tax Act
(RRTA) tax may have beenw t hhel d from
hi s or her wages. (For 1995, there was
no wage base limtation for Medicare
tax, therefore all coveredwages were
subject to Medicare tax). Filers
clainmedcredit for such over paynent on
their tax returns. The excess soci al
security, or RRTA, taxes w thheldcould
be t aken as acredit toward paynent of
t he t axpayer’ s i ncone tax, or refunded.
In the case of a joint return, the
credi t was conput ed separ atel y for each
t axpayer.

Exemptions D
(l'ines 6, 36, Form1040)

I n the conputation of taxable in-
cone, a $2, 500 deduction ($2, 450 for
1994) was al | owed for each exenpti on
clainmedif adjusted gross i ncone was
| ess than a certai n anount, based on
filingstatus. I ngeneral, anexenption
was allowed for each taxpayer and
dependent shown on a return. If an
i ndi vi dual who coul d be cl ai med as a
dependent by anot her t axpayer fileda
return, that individual coul dnot claim
hi s or her own exenpti on.

Wthfewexceptions, ani ndi vi dual
had to neet five requirenents to
qual i fy as a dependent for 1995:

1) Theindi vi dual received norethan
hal f of hi s or her support for 1995 from
t he t axpayer;

2) Theindividual wasrelatedtothe
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t axpayer (such as a son, daughter, or
parent) or was a nenber of the sanme
househol d for the entire year;

3) The individual did not file a
joint returnw th his or her spouse;

4) The i ndi vidual nmet certainciti-
zenshi prequi renments;

5) The i ndi vi dual ' s gr oss i ncome was
| ess t han $2, 500. An exceptiontothe
inconelimtationwas grantedtochil -
dren under age 19, or full-tinme stu-
dent s under age 24.

These stati stics cl assi fythe exenp-
tions as children at hone, children
away fromhone, parents, and ot her.

| f ataxpayer had AG above certain
| evel s, his or her personal exenption
deducti on may have been reduced or
el i m nat ed. For singl etaxpayers, the
phaseout began at $114, 700 and was
conpl eted at $237,200; for married
persons filingjointlyandsurviving
spouses, t he phaseout began at $172, 050
and was conpleted at $294, 550; for
heads of househol d, t he phaseout began
at $143,350 and was conpleted at
$265,850; and for married persons
filingseparately, the phaseout began
at $86, 025 and was conpl et ed at $147, 275.

Farm Net Income or Loss
(l'ine 18, For m1040)

Thi s source of inconme or | oss was
reported by i ndi vi dual s who wer e sol e
proprietors of farns. Whenthere were
two or nore farns operatedbythe sane
t axpayer, t he si ngl e anount of profit
or lossincludedintheadjustedgross
i ncone r epresent ed t he conbi ned profit
andlossfromall farmngactivities.
Far mbusi ness t ot al expenses (|1 ne 35,
Schedul e F) were deducted fromfarm
grossincone (linell, ScheduleF) to

arrive at farmnet profit or | oss.

Gains fromcertain sales of |live-
stock and crops that qualified for
capi tal gainstreatnent were excl uded
fromfarmnet profit or | oss and were
i ncludedincapital gains. Farmrental
i ncome was i ncludedintotal rent net
i ncone or | oss. (See al so “Far mRent al
Net I ncone or Loss.”)

Farm Rental Net Income or Loss
(l'ine 39, Schedul e E)

Taxpayers were required to report
farmrental i ncome and expenses sepa-
rately fromot her farmprofit or | oss
if they: a) received incone that was
based on crops or | i vest ock produced by
the tenant, and b) di d not manage or
operate the farmto any great extent.

Filing Status
See“Marital Filing Status.”

Foreign Earned Income Exclusion
(itncludedinline 21, Form1040)

Qual i fiedtaxpayers coul d excl ude
fromtotal i ncone acertainanount of
their foreign earned i ncone and em
pl oyer - provi ded f orei gn housi ng ex-
pensesif their home, for tax purposes,
was i naforeigncountry.

Qualifyingindividualswerelimted
tothel esser of a$70, 000 excl usi on or
their total foreign earned incone.
Al so, they could el ect to exclude a
portion of enpl oyer-provi dedforeign
housi ng expenses. |f the taxpayer
el ectedtotake boththeforeignearned
i ncorre and f or ei gn housi ng excl usi ons,
t hetotal amount of bot h excl usi ons was
l[imtedtothetaxpayer’ stotal foreign
earned incone. The foreign earned
i ncome exclusion was entered as a
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negati ve amount on this Iine by the
t axpayer but edited into a separate
fieldduringservicecenter process-
ing. The enpl oyer-provided foreign
housi ng excl usi onwas | eft as part of
ot her i ncone.

Foreign Housing Deduction
(includedinthetotal online30, Form
1040)

Qual i fiedtaxpayers who had foreign
housi ng expenses t hat wer e not provi ded
by their enployer were eligible to
deduct these expenses fromtotal in-
cone. Thi s deductiontogether withthe
forei gn earned i ncone excl usi on was
limtedtothetotal anount of foreign
earned i ncone for 1995.

Foreign Tax Credit
(l'ine 43, For m1040)

| ndi vi dual s who pai d i ncone or ex-
cessprofit taxestoaforeigncountry
or U. S. possessioncoul dcl ai meither
thi s credit agai nst Federal i ncome tax
l[iability, or takeanitem zed deduc-
tionfor the anount of the foreigntax
paynment. Dependi ng onthe t axpayer’s
i ncone and taxes, the foreign tax
credit coul dbel ess thantheanount of
foreigntax paid. Qualifyingforeign
t axes pai d i n excess of the al |l owabl e
anmount for Tax Year 1994 could be
carried back 2 years and t hen forward
5years.

Forfeited Interest Penalty
Adjustment
(l'ine 28, For m1040)

Taxpayer s who pai d penal ties for the
premat ure w t hdrawal of funds fromti ne
savi ngs accounts or deposits could
deduct t hose penal ti es as an adj ust nent

tototal i ncome.

Forms 1040, 1040A, 1040EZ, and
1040PC D

The individual incone tax system
utilizesthreemjor fornmstocoll ect
i ncome andtax i nfornmati on: the 1040,
1040A, and 1040EZ. Vari ati ons of the
three basic forns included 1040PC,
1040TEL, and el ectronicfiling. Al so,
for 1995, Form 1040T, a sinplified
ver si on of Form1040, was used on an
experinmental basis in select areas.
After 1995, Form1040T was di sconti n-
ued. For m1040PCr et ur ns wer e gener at ed
by | RS- appr oved sof t war e on a per sonal
conput er, and weretypical |l y condensed
ver si ons of t he st andard paper forns.
A 1040PC does not differentiate by
1040, 1040A, or 1040EZ.

Returns of all of these types were
i ncludedinthe popul ati on of returns
subj ected t o sanpl i ng, and wer e cl as-
sifiedbytheguidelinesfor filinga
standardform(i.e., Forns 1040, 1040A
and 1040EZ), discussed below.  For
exanple, if areturnwas filed el ec-
troni cal ly t hat woul d have been a Form
1040EZ had it been fil ed on paper, it
woul d have been considered a Form
1040EZinthestatistics. Al 1040TEL
returns were consi dered to have been
For m1040EZfor these statistics. Al
returns generated on a personal
conputer were classified as 1040PC
regardl ess what standard forns t hey
woul d have been cl assi fi ed under.

Theforns representeddi fferent | ev-
els of conplexity in regard to the
i nformationreported. The For ms 1040A
and 1040EZ, for i nstance, coul d only be
usedif ani ndivi dual ’ s t axabl e i ncone
was | ess t han $50, 000, hi s ot her i ncone
cane fromonly a limted nunber of
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sources, and the taxpayer did not

item ze deductions. For thefirst tine
in 1995, taxpayers were allowed to
report unenpl oynent conpensati on on
For m1040EZ. The Form1040 had to be
usedif taxabl ei ncone was greater t han
$50, 000. I naddition, thetaxpayer had
tofileForm1040if heor sheitem zed
deducti ons or had i ncone (or | osses)

froma source not provi ded for on Form
1040A or 1040EZ, used certain tax
provi sions, or hadcertaintaxcredits
not i ncl uded on For m1040A or 1040EZ.

(For a conpl ete description of each
formsee Section 5, 1995 Forns and
| nstructions.)

Gambling Earnings
(tncludedinline 21, Form1040)

Ganbl i ng ear ni ngs i ncl ude proceeds
fromlotteries, raffles, etc, andare
includedinline2l, Form1040. These
ganbling earnings were editedinto a
separate fieldduringservicecenter
processi ng. Ganblingl osses wer e not
al lowedtoof fset wi nningsonline21.
| nst ead, ganbling |l osseswereanitem
i zed deducti on reportedon Schedul e A
(See al so "Ganbl i ng Loss Deduction.")

Gambling Loss Deduction
(itncludedinline 27, Schedul e A)

Ganbling | osses (to the extent of
ganbl i ng w nni ngs) were ful | y deduct -
i bl e for taxpayers whoitem ze deduc-
tions. (See al so " Ganbl i ng Ear ni ngs"
and "Total Item zed Deductions. ™)

General Business Credit
(1'i ne 44a, Form1040)

The general business credit con-
sisted of theinvestnent credit, the
j obs credit, the al cohol fuel credit,
the | owinconme housing credit, the

research credit, the enhanced oil

recovery credit, the di sabl ed access
credit, therenewabl e el ectricity pro-

ductioncredit, thelndi anenpl oynent

credit, thecredit for enpl oyer soci al

security and Medicare tax paid on
enpl oyee ti ps, andt he communi ty devel -

opnent corporationcredit. Taxpayers
cl ai m ng nore than one of thecredits
wererequiredtosumarizethemon Form
3800, Ceneral Business Credit. The
general businesscredit waslimtedto
100 percent of the first $25,000
($12,500 for amarried couplefiling
separately) of tax liability and 75
per cent of t he excess over $25, 000. |f

the current year general business
credit exceeded the tax liability
[imtation, the excess anount coul d be
carried back to the 3 precedi ng tax
years, thenforward 15 years.

Home Mortgage Interest Deduction
(l'ines 10+11, Schedul e A)
See "I nterest Pai d Deduction.”

Household Employment Taxes D
(1'i ne 53, For m1040)

For 1995, t axpayers payi ng donestic
enpl oyees nor e t han $1, 000 general | y
had t o pay soci al security and Medi care
taxes for these enpl oyees via their
personal incone tax returnby filing
t he new Schedul e H, Househol d Enpl oy-
ment Taxes. Previously, thetaxpayers
had beenrequiredtoreport such taxes
usi ng Form943C, and payi ngt he t axes
separately.

Income Subject to Tax
See“ Modi fi ed Taxabl e | ncone.”

Income Tax After Credits
[ (i ne 40 m nus |ine45) mnus part or



98 | ndi vi dual

1995

Ret ur ns

all of Iine 57, Form1040]

Toarriveat inconetax after cred-
its, taxpayers deductedtotal credits
(l'ine 45, Form1040) fromi ncone tax
before credits (line 40, Form1040).
For the statistics, tax was further
reduced by t he portion of the earned
incomecredit whichdidnot result in
a negative tax. This portion of the
earned i ncone credit was i ncluded i n
the total credits as “earned i ncone
credit usedtoof fset i nconetax before
credits.” Any tax remaining after
subtraction of all credits and the
earned i ncone credit was t abul at ed as
“Iinconetax after credits.”

Income Tax Before Credits
(1'i ne 40, For m1040)

Thi s anmount consisted of the tax
liability ontaxabl eincone, conputed
by using the tax tables, tax rate
schedul es, Schedul e D Tax wor ksheet ,
For m8615, or Forn{(s) 8814, plus any
addi tional taxes (l1ine39). (See al so
“Tax Cenerated.”)

Income Tax Withheld
(1'i ne 55, For m1040)

| ncone t ax wi t hhel d i ncl uded anount s:
deducted from sal ari es, wages, and
ti ps, asreportedon FormW?2; deduct ed
frompensi ons, annuities, andcertain
ganbl i ng wi nni ngs as reported on For ns
1099-R and W2G and wi thheld from
total distributionsof profit-sharing,
retirenment plans, andindividual re-
tirenment accounts, as reportedonForm
1099- R

| n sonme cases, a backup wi t hhol di ng
rate of 31 percent was required for
i nterest, dividend, androyalty pay-
ment s whi ch, general |y, were not sub-
ject tow thhol di ng.

Individual Retirement Arrangement
Deductible Payments
(l'i nes 23a and 23b, For m1040)

An i ndi vidual retirenent arrange-
ment (1 RA) is a savings programt hat
al | ows at axpayer to set asi de noney f or
retirement. Beginning in 1987, the
deduction for I RA contributions was
reducedor el i m nat ed f or t axpayer s who
wer e (or whose spouse was) cover ed by
an enpl oyeeretirenment pl an and whose
adj ust ed gross i ncone exceeded certain
| evel s. (Nondeducti bl e contri butions
werestill all owedfor suchtaxpayers.)
Deducti bl e contri buti ons coul d be sub-
tracted from the enployee’ s total
incone inarriving at adj usted gross
i ncone.

Contri butions toan | RA(whet her or
not t hey wer e deductible) werelimted
tothelesser of: a) theindividual’s
t axabl e conpensationfor theyear, or
b) $2,000 ($2,250 if a nonworking
spousal | RAwas i ncl uded).

Unl ess t hey wer e di sabl ed, t axpayers
coul d not start wi t hdraw ng funds from
t he account until theyreached age 59-
1/ 2. After age 70-1/2 taxpayers were
requiredtobegi nwi thdrawal s. Penal ty
t axes were assessed i f the taxpayer
failed to conply wwth these limta-
tions.

| ndi vi dual s coul d al so set upanl|RA
t o i ncl ude a nonwor ki ng spouse who net
certain qualifying conditions. The
total | RAdeduction, includingboththe
t axpayer and t he nonwor ki ng spouse,
coul d not exceed $2, 250. Aspousal | RA
deductionistabulatedinthestatis-
tics as “Secondary | RApaynents.”

Paymentstoan | RAfor aparticul ar
t axabl e year had to be nade no | ater
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t han t he due dat e of the i ndividual’s
returnfor that year.

Individual Retirement Arrangement
Taxable Distributions
(1'i ne 15b, For m1040)

Any noney or property recei vedfrom
ataxpayer’ s | RAaccount was consi der ed
adistributionand, generally, hadto
be included in the taxpayer’s total
inconeintheyear recei ved. Excepted
fromthisruleweretax-freeroll-over
di stributionsfromoneretirenent ac-
count toanother, anddistributionsto
t he ext ent t hat t he payout represent ed
previ ously taxed non-deducti bl e | RA
contri butions.

Interest Paid Deduction
(l'ine 14, Schedul e A)

The rul es for deducti ng hone nort -
gage interest for 1995 were: (1) if a
t axpayer took out a nortgage before
Cctober 13, 1987, secured by the
t axpayer’ s mai n or second hone, all the
i nterest was deductible, (2) if the
t axpayer’ s nort gage was af t er Oct ober
13, 1987, and the funds were used to
buy, build, or i nprove that hone, all
i nterest coul d be deductedif thetotal
of al | nortgages onthe property was $1
mllionor |ess ($500,000if married
filingseparately), and (3) taxpayers
coul d deduct al |l of theinterest onan
addi ti onal $100, 000 ($50,000i f nar -
riedfilingseparately) of nortgages on
t hei r mai n or second hone ot her thanto
buy, build, or i nprove t hat hone.

Ceneral Iy, i nvestment i nterest (in-
t erest pai d on noney borrowed that is
al l ocabl etoproperty heldfor invest-
ment) was fully deductible uptothe

anount of net i nvestnent i ncone. Be-
ginning in 1993, the net investnent
incone that was to be conpared to
i nvest ment i nterest coul dnot i ncl ude
any net capital gains taxed at the 28
per cent maxi mumcapi tal gaintaxrate.
Interest relating to business, roy-
alty, and rental i ncome was deduct ed
directly fromtheseitens and was not
reflectedintheinterest paidstatis-
tics.

Interest Received
See “Taxabl e | nt erest Recei ved.”

Interest, Tax-Exempt
See “Tax- Exenpt Interest.”

Investment Interest Expense
Deduction
(l'ine 13, Schedul e A)

See “I nt erest Pai d Deducti on.” and
“Total |Item zed Deducti ons.”

Itemized Deductions
See “Total Item zed Deducti ons” and
specificitem zed deducti ons.

Itemized Deduction Limitation
See “Total Item zed Deductions.”

Limited Miscellaneous Deductions
(l'i nes 20- 26, Schedul e A)

Certai ntaxpayer expenses coul d be
deducted on Schedule A, but were
limtedtothe anount t hat exceeded 2
percent of adjusted gross incone.
These i ncl uded: unrei nbur sed enpl oyee
busi ness expenses (i ncl udi ng qual i fy-
i ng educati onal expenses), tax prepa-
rationfees, expenses pai dto produce
or col | ect taxabl ei nconme, and expenses
pai d t o manage or protect property held
for earning incone (including safe
deposit boxes).
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Long-Term Capital Gain or Loss
(l'ine 17, Schedul e D)

See "Sal es of Capital Assets, Net
Gain or Loss.™

Long-Term Gain or Loss from
Other Forms
(l'ine 12, Schedul e D)

See "Sal es of Capital Assets, Net
Gain or Loss.™

Long-Term Loss Carryover
(l'i ne 15, Schedul e D)

See "Sal es of Capital Assets, Net
Gain or Loss.™

Marginal Tax Rates

D fferent portions of taxabl ei nconme
aretaxed at different rates. The tax
rate applied to the |ast dollar of
incone is called the “margi nal tax
rate” for that return. (See al so “Tax
Cenerated.”)

Marital Filing Status
(l'ines 1-5, Form1040)

Thefivemarital filingstatusclas-
sifications were:

(1) returns of single persons (not
heads of househol d or survi vi ng spouses) ;

(2) joint returns of married per-
sons;

(3) separate returns of married
per sons;

(4) returns of heads of househol d;
and

(5) returns of surviving spouses.

Marital filing status was usually
det er m ned as of thel ast day of t he tax
year. | f one’ s spouse di ed duringthe
tax year, the survivor was consi dered
married for the entire year. If a

t axpayer was di vorced during t he t ax
year and di d not remarry, thetaxpayer
was consi deredto be unmarriedfor the
entireyear. Survivingspouse status
coul d onl y be used by t hose whose spouse
died in 1993, 1994, or 1995 and the
t axpayer had a qual i fyi ng dependent .

Medical and Dental Expenses
Deduction
(l'ines 1-4, Schedul e A

Qual i fi ed nedi cal expenses i ncl uded
nonr ei nbur sed paynents made for the
di agnosi s, treatnment, or preventi on of
di sease or for nedical or dental
I nsurance. However, t axpayers who t ook
the sel f-enpl oyed health insurance
adj ust nrent had to reduce their total
prem umdeducti on by t he anount of t he
adj ust ment (see “Sel f - Enpl oyed Heal t h
| nsurance”). I ngeneral, nedical and
dent al expenses coul d be cl ai ned as an
item zed deductiontotheextent that
t hey exceeded 7. 5 percent of adj usted
gross i ncone. Armount s pai d f or nedi ci ne
and drugs were deductible only for
i tens not avai | abl e except by prescri p-
tion or were for insulin. Taxpayers
coul d deduct costs for transportation
to obtain nedical care and also a
maxi mum of $50 per day for certain
| odgi ng expensesincurredwhiletrav-
elingtoobtai nnmedical care. (See al so
“Total Item zed Deductions.”)

Minimum Tax Credit
(l'i ne 44c, Form1040)

Am nimumtax credit coul d be taken
for 1995 by certai ntaxpayers who pai d
alternative m ni numtax for 1994. If
all of them ninumtax credit (clai ned
on Form 8801) could not be used for
1995, the excess could be carried
forwardto |l ater years.
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Miscellaneous Itemized Deductions
(1'i nes 20- 26, 28, Schedul e A)

M scel | aneous i tem zed deducti ons
weredividedintotwo types. Thefirst,
such as enpl oyee busi ness expenses,
includedthoseitensthat werelimted
tot he amount t hat exceeded 2 per cent
of adjusted gross incone, while the
expenses of the other types, such as
ganbling losses not in excess of
ganbl i ng wi nni ngs, were fully deduct -
i ble. (See al so"Ganbl i ng Loss Deduc-
tion," "Limted M scel | aneous Deduc-
tions," and "M scel | aneous Deduct i ons
O her Than Ganbling.")

Miscellaneous Deductions Other
Than Gambling
(itncludedinline 27, Schedul e A)

O her ful Iy deducti bl e expenses i n-
cl uded such itens as i npai rnment-re-
| at ed wor k expenses for di sabl ed per -
sons, and anorti zabl e bond prem uns.
(See al so "M scel | aneous |t em zed De-
ductions” and "Total |Item zed Deduc-
tions.")

Modified Taxable Income

“Modi fied taxable incone” is the
termused to descri be “i nconme subj ect
totax,” the actual base on which tax
is conputed for the statistics in
Tables 3.4 and 3.5. For taxpayers
filingcurrent year returns, nodified
taxableinconeisidentical to“taxable
i ncone.”

For prior year returnsincludedin
the 1995 stati stics, anodifiedtaxable
i ncome was cal cul ated by usi ngthetax
rate schedul etoinpute ahypot heti cal
t axabl e i ncone anobunt necessary to
yi el d t he gi ven anount of tax report ed.

Apersonwho has notax wi ||l have no
nodi fi ed taxabl e i ncone. Since, the

tax rate schedul ei s usedto generate
the nodified taxable incone, it is
possi bl e for apersontohaveuptofour
dol | ars of taxabl e i ncone but have no
nodi fi ed t axabl e i nconme becausetheir
tax reported woul d be zero.

Moving Expenses Adjustment
(l'ine 24, For m1040)

Taxpayer s deducted current-year
qual i fi ed novi ng expensesinthecal-
cul ati on of adj usted grossincone as a
statutory adjustnment. In order to
qualify for this deduction, the new
wor k pl ace hadto be at | east 50 m | es
farther fromthe forner resi dencethan
the ol der. Deducti bl e expenses in-
cl uded t hose i ncurredtonove househol d
and per sonal goods, andtravel incl ud-
ing lodging en route to the new
resi dence. Expenses no | onger deduct -
i bl e i ncl uded: nmeal s whi |l e novi ng from
the ol dresi dencetothenewresidence;
travel expenses for pre-nove house
huntingtrips; expenses whil e occupy-
ingtenporary quartersinthe area of
t he newj ob; and qualified residence
sal e, purchase, and | ease expenses.

Net Capital Gain in AGI Less Loss
See "Sal es of Capital Assets, Net
Gain or Loss.™

Net Operating Loss
(tncludedinline 21, Form1040)

The excess | oss of a busi ness when
AQ for aprior year was | ess t han zero.
The | oss coul d be appliedtothe AG for
the current year andcarriedforwardup
tol5years. (Seeal so"Qher I ncone. ")
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Nonconventional Source Fuel
Credit D
(itncludedinline 45, Form1040)

Thi s credit was avai | abl et otaxpay-
ers who sold fuel produced from a
nonconventi onal source. Exanpl es woul d
be oil produced fromshale and tar
sands, gas produced f romgeopr essur ed
brine or bi omass, and | i qui d, gaseous,
or solidsynthetic fuel s producedfrom
coal .

Nondeductible Passive Losses
(cal cul at ed on For m8582)

Nondeducti bl e passi ve | osses were
cal cul at ed by subtracti ng deducti bl e
passi ve | osses reported on For m8582
(line 11) fromtotal passive | osses
('t nes 1b+2b) andwerelimtedto zero.

Other Adjustments
(itncludedinline 30, Form1040)

See “Stat ut ory Adj ust nents.”

Other Income D
(l'ine 21, Form1040)

| ncl uded i nother i ncone wereitens
such as prizes, awards, sweepst akes
W nni ngs, recoveries of bad debts,
i nsurance recei ved as rei nbur senent
for medi cal expenses t aken as a deduc-
tioninapreviousyear, and any ot her
i ncome subject to tax for which no
specific line was provided on the
returnform Any foreignearnedincone
excl usions, or “net operatingloss” in
an earlier year (that was carried
forward and deducted for 1995) was
entered as a negative anount onthis
line by the taxpayer but editedinto
separate fiel ds duringservicecenter
processi ng. However, any enpl oyer -
provi ded f orei gn housi ng excl usi ons

were included in other incone (as a
negati ve anmount). Al so, beginningin
1995, ganbling earnings which was
enteredonthislinebythetaxpayer was
edited into a separate field during
servi ce cent er processi ng.

Other Payments
(I'i ne 60, For m1040)

See "Credit for Federal Tax on
Gasol i ne and Speci al Fuel s" and"Credi t
fromRegul at ed | nvest nent Conpani es. "

Other Tax Credits
(itncludedinlines 44, 45, For m1040)

“Oher tax credits” is a residual
categoryinthestatistics anddoes not
relatetoalineitemonataxform It
includes “credit for fuel from a
nonconvent i onal source” and ot her m s-
cel  aneous credi ts that di d not bel ong
i nany ot her cat egory and were usedto
of fset i nconetax beforecredits.

Other Taxes Deduction
(l'ine 8, Schedul e A

C her t axes consi st ed of any deduct -
i ble tax other than state and | ocal
i ncone t axes, real estate taxes, and
personal propertytaxes. Exanpl es of
ot her taxesaretaxes paidtoaforeign
country or US possession. (See al so
"Personal Property Tax"and " Taxes Pai d
Deduction.")

Overpayment
(l'ine 62, For m1040)

An over paynent of tax occurred when
“total tax paynents” exceeded “t ot al
tax.” Overpaynents incl udedt he anount
of any “refundable portion of the
earnedinconetaxcredit.” Anoverpay-
ment could be refunded or credited
toward the estimated tax for the
foll ow ng year. (See also “Credit to
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1996 Esti mat ed Tax” and “Refund. ")

Overpayment Refunded
(l'ine 63, For m1040)

See "Over paynent " and " Ref und. "

Parents' Election to Report Child’s
Interest and Dividends
(cal cul at ed on For m8814)

A parent coul d report on his or her
return income received by his or her
child. If the el ectionwas nmade, the
childwas not requiredtofileareturn.
Aparent coul dnakethiselectionif the
child:

* was under age 14 on January 1, 1996;

* had i ncone only frominterest and
di vi dends;

* had gross i ncone for 1995t hat was
nor e t han $500 but | ess t han $5, 000;

* had no esti mated t ax paynents for
1995;

* di d not have any over paynent of tax
shown on his or her 1994 return
appliedtothe 1995 return; and

* had no Federal i nconmetax w thheld
from his or her incone (backup
wi t hhol di ng) .
|f the parents were not filing a

joint return, special rulesappliedto
det er m ne whi ch parent coul d make t he
el ection.

Partnership and S Corporation Net
Income or Loss
(l'ine 31, Schedul e E)

Par t ner shi ps and Scor porations (for-
mer |y Subchapter Scorporations) are
not taxableentities; therefore, taxon
their net profit or losswas | evied, in
general, directlyonthenenbers of the
partnershi p or sharehol ders of the S
corporation. Theprofit or | oss shown
inthe statistics was the taxpayer’s

share of the ordi nary gai nor | oss of
the enterprise, and certain paynents
made to the taxpayer for the use of
capital or asasalary. Net long-term
capi tal gai nsreceivedfrompartner-
shi ps and Scor porations werereported
on Schedul e D.

| f areturn showed net i ncone from
one partnershi por Scorporationanda
net | oss fromanother, the two were
added together, and the return was
t abul at ed by t he net anount of i nconme
or loss in the appropriate col um.
Begi nni ng i n 1987, net i ncone and net
| oss were reported separately for
passi ve and non- passi ve partnership
and Scorporationactivities. Passive
| osseswerelimtedunder newrulesto
t he anmount t hat coul d of f set passi ve
i ncone.

Passive Activity Losses

Losses gener at ed by any " f | owt hr ough”
busi ness activity (such as partner-
ships or S Corporations for which
profitsandcertainother anmounts were
passeddirectlythroughtotheowners),
i nwhi chthetaxpayer didnot "materi -
ally participate" (i.e., was not in-
vol ved regul arly and substantiallyin
t he operations of theactivity) quali -
fiedas passiveactivity |l osses.

Payment with Request for
Extension of Filing Time
(1'i ne 58, For m1040)

This paynment was made when the
t axpayer fil ed Form4868, Application
for Automati c Extensionof TinetoFile
U. S. I ndividual I ncone Tax Return, or
For m2688, Applicationfor Additional
Extensionof Tineto File. The exten-
si on grant edt he t axpayer an addi ti onal
periodof tinetofileataxreturn, but
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didnot extendthetinefor the paynent
of the expectedtax. Full paynment of any
tax due had to be nade with the
appl i cati on for extension.

Payments to a Keogh Plan
(l'ine 27, For m1040)

Sel f - enpl oyed i ndi vi dual s were al -
lowedtocontributetoaKeoghretire-
ment pl an or a sinplified enpl oynent
pensi on plan for thenselves and to
deduct all or part of such contri bu-
tions in conputing adjusted gross
i nconme. The anount which could be
deduct ed was based on net ear ni ngs from
sel f- enpl oynent .

Penalty Tax on Qualified
Retirement Plans
(l'ine 51, For m1040)

| f taxpayers w t hdrewany funds from
an | ndi vi dual Retirenment Account or
qualifiedretirenment pl an beforethey
were either age 59-1/2 or di sabl ed,
t hey wer e subj ect toapenaltytax equal
to 10 percent of the prematuredistri -
bution. Any taxpayer who failed to
wi t hdrawt he m ni numrequireddistri -
butionafter reachingage 70-1/2 hadto
pay a 50 percent excise tax on the
excess accumul ation. Contributionsto
theretirenent plansinexcess of the
legal limtation for the year (the
| esser of $2,000 or the taxpayer’s
conpensationfor theyear) were subj ect
t o an exci setax equal to 6 percent of
t he excess contri buti on.

Pensions and Annuities
(l'ines 16a, 16b, For m1040)

CGeneral ly, pensions are periodic
i ncone recei ved after retirenent for
past services w thanenpl oyer, while
annui ti es areincomne payabl e at stated

interval s after paynent of aspecific
prem um A taxpayer could acquire a
pensi on or annuity either by purchase
froma commer ci al organi zati on (usu-
ally Iife insurance, endownent, or
annui ty contracts) or under a pl an or
contract connectedw ththetaxpayer’s
enpl oynent. Those pensi ons or annu-
ities obtained in connection with
enpl oynent coul d be purchasedentirely
by t he t axpayer or coul d be financedin
part (acontributory plan) or i nwhol e
(anon-contributory pl an) by contri bu-
tions of the enpl oyer.

Since a non-contri butory plan was
paid for entirely by an enpl oyer, the
anount recei ved by the enpl oyee was
fully taxable. This fully taxable
pensi on was reported onlines 16a and
16b. For t he t axpayer who parti ci pat ed
inacontributoryretirenent planwhile
enpl oyed, t he anount recei ved was onl y
partially taxable. In general, the
anount excl udabl e fromgross i ncone,
t he nont axabl e portion, represented
t he t axpayer’ s contri butions under t he
pl an, whi |l e t he t axabl e portionrepre-
sent ed t he enpl oyer’ s contri buti onand
earningsontheentireinvestnent. The
nont axabl e contribution had to be
anortizedover the expectedlifetine of
t he t axpayer.

The entire anount of pensions and
annuities received for the year was
reportedonline 16a of t he For m1040.
The t axabl e porti on was conput ed on a
separ at e wor ksheet and enteredonli ne
16b.

Personal Property Taxes
Deduction
(l'ine 7, Schedul e A)

Personal property tax couldbein-
cl uded as adeductionif thetax was an
annual tax based on val ue al one. ( See
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al so " Taxes Pai d Deduction.")

Predetermined Estimated Tax
Penalty
(l'ine 66, For m1040)

| f areturn showed taxes of $500 or
nmore owed on | i ne 65 (tax due at tine
of filing) andthi s anount was nor e t han
10 percent of the total tax, the
t axpayer coul d owe a penal ty, unl ess
tax paynments in the current year
equal ed or exceeded prior-year tax
liability (providedprior year |iabil-
ity was greater than zero). Also,
t axpayers coul d owe a penaltyif they
underpaid their 1995 estimated tax
[iabilityfor any paynent peri od. Form
2210 was used t o det er m ne t he anount
of a penalty, if any.

For thi sreport, the predeterm ned
estimatedtax penal tyincludesonlythe
anmount cal cul at ed by t he t axpayer when
thereturnwasinitiallyfiled.

Primary IRA Payments
(l'i ne 23a, Form1040)

See "I ndi vi dual Retirenent Arrange-
ment Deducti bl e Paynents. "

Real Estate Taxes
(l'ine 6, Schedul e A

Thi s anount i ncl uded t axes pai d on
real estatethat was owned and not used
f or busi ness by t he t axpayer. Thereal
estate taxes could only be used as a
deductionif thetaxes werebasedonthe
assessed val ue of the property. Al so,
t he assessnent hadto be nade uniformy
on property t hroughout t he community,
and the proceeds had to be used for
gener al comruni ty or gover nment al pur -
poses. (See al so "Taxes Pai d Deduc-
tions").

Recapture Taxes
(l'ine 49, For m1040)

See "Tax f romReconputi ng Pri or Year
| nvestment Gredit.”

Refund
(l'ine 63, For m1040)

Arefundof taxincludedall overpay-
ment of i ncome t axes not appliedbythe
taxpayer asacredit tothe next year’s
estimated tax. (See al so “Overpay-
nment."”)

Refund Credited to Next Year
(l'ine 64, For m1040)

See"Credit to 1996 Esti mat ed Tax. "

Regular Tax Computation

Typi cal ly, the taxpayer, indeter-
m ni ng t he anount of “tax generated,”
first conputedtaxabl ei ncone. Depend-
ing on marital status and size of
t axabl e i ncone, t hetaxpayer then used
thetaxtablesor appliedtherates from
one of four tax rate schedules to
determnetax. A so, returns of taxpay-
ers who had taxes conputed by the
| nt er nal Revenue Servi ce wer e cl assi -
fiedunder theregul ar tax conput ati on
nmet hod. |f ataxpayer fil edaForm8615
or had any |ong-term capital gains
taxed at a rate less than the tax
tabl es, thenthey were not consi dered
as regul ar tax conput ati ons.

Rent and Royalty Net Income or
Loss
(l'i nes 24- 25, Schedul e E)

Thi s anount was t he conbi nati on of
rent net i ncone, rent net | oss, royalty
net i ncone, androyalty net | oss. This
anount di d not i ncl ude passi ve |l osses
t hat wer e not deducti bl e, but i ncl uded
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carryovers of previ ous years' passive
| osses. (See al so "Passive Activity
Losses. ")

Rent Net Income or Loss
(l'ine 22, colums A, B, C, Schedul e E)

Rent net i ncone or | oss was deter -
m ned by deducting fromgrossrent, the
anounts for depreciation, repairs,
i nprovenents, interest, taxes, comm s-
sions, advertising, utilities, insur-
ance, janitorial services, and any
ot her al | owabl e expensesrel atedtothe
rented property. Inthe statistics,
total rental net | oss i ncl udes passi ve
| osses that were not deductible in
figuring AQ. (See al so "Passive
Activity Losses.")

Royalty Net Income or Loss
(l'ine 22, colums A, B, C, Schedul e E)

Net royalties consisted of gross
royal ti es | ess deductions for depl e-
tion, depreciation, officerent, | egal
fees, clerical help, interest, taxes,
and simlar itens. G oss royalties
i ncl uded revenues fromoil, gas, and
other mneral rights; revenue from
patents; and revenue fromliterary,
musi cal, or artistic works. Certain
royal ti esrecei ved under al ease agr ee-
nment ontinber, coal, and donesticiron
orewereeligiblefor capital gains or
ordinary | oss treatnent under Code
section 1231. As a result of the
separ at e conput ati on, thoseroyalties
are reflected in the statistics for
“sal es of capital assets” and “sal es of
property ot her thancapital assets.”(See
al so “Total Rent and Royal ty | ncone or
LossinAd.")

S Corporations
See “Part nershi p and S Cor poration

Net | nconme or Loss.”

Salaries and Wages
(l'ine 7, Form1040)

Sal ari es and wages as reportedonthe
t ax ret ur n wer e anount s of conpensati on
primarily for personal services. The
followingitens areincl uded:

* sal ari es;

* wages;

e comm Ssi ons;
* bonuses;

e tips;

» fees;

» excess rei nbursenent of enpl oyee
busi ness expenses;

* novi ng expenses al | owances;

* the difference between the fair
mar ket val ue of certain property
and t he di scount pricefor whichit
was pur chased by at axpayer fromhi s
or her enpl oyer;

* severance pay;,
* sick pay;

« the val ue of exercising a stock
appreciationright;

e directors’ fees;

e vacation al | owances;

* nost disability paynents;

» stri ke and | ockout benefits; and

* the val ue of certai nnon-nonetary
paynents for services (e.g., mer-
chandi se, accommodati ons, certain
meal s or | odging, certain stock
pur chase pl ans, or property).

| dentifiable amounts for any of
t hese cat egori es whi ch may have been
reported by t axpayers as “ot her i ncone”
are treated as sal ari es and wages f or
the statistics.
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Sales of Capital Assets, Net Gain or
Loss
(l'ine 13, For m1040)

I n general , capital assets for tax
pur poses i ncludedal | property hel dfor
per sonal use or i nvest nent. Exanpl es of
such asset s wer e per sonal resi dences,
furni ture, aut onobi | es, and st ocks and
bonds. Most assets used for busi ness
activitieswerespecificallyexcluded
fromtreat ment as capi tal assets. (See
al so “Sal es of Property Qther Than
Capital Assets, Net Gainor Loss.”)

The fol |l owi ng concepts are usedin
t he conput ati on of net capital gainor
| oss for thisreport:

Long-term or short-term |If the
hol di ng peri od of t he asset was one year
or | ess, thegainor | oss was consi der ed
short- term otherw seit was consi d-
eredl ong-term

Net capital gain: I f theconbination
of net short-termgainor | oss and net
|l ong-termgainor lossresultedina
posi tive anount, thetaxpayer had a net
capital gain. Thefull anmount of this
gai n, whet her short-termor | ong-term
was i ncl uded i n adj ust ed gr oss i ncone.

Net capital | oss: If the conbination
of net short-termgainor | oss and net
|l ong-termgainor lossresultedina
negati ve anount, t het axpayer showed a
net capital | oss. The anmount of net
capital | osstobeincludedinadjusted
grossinconewaslimtedtothesmaller
of the actual net capital | oss or $3, 000
(%$1,500 for married persons filing
separately). Any excess capi tal | osses
over the $3,0001imt coul dbecarried
over t o subsequent tax years (“capital
| oss carry-over” inthestatistics).

Net capital gain or loss also in-
cl uded capi tal gai ndistributions which
wer e not reported on Schedul e D( Capi -

tal Gai ns and Losses). These capital
gain distributions were entered di -
rectlyonline 13 of Form1040if the
t axpayer di d not have any ot her gai ns
or | ossestoreport on Schedul e D. These
di stributions were, by definition,
| ong-term capital gains. (See also
“Capital GainDi stributions Reported
on For m1040. ")

Sales of Capital Assets Reported
on Schedule D

See "Sal es of Capital Assets, Net
Gain or Loss.™

Sales of Property Other Than
Capital Assets, Net Gain or Loss
(l'ine 14, For m1040)

Property ot her t han capital assets
general |y i ncl uded property of abusi -
ness nature, i ncontrast to personal or
i nvest ment property, whi chwere capi -
tal assets. Sone types of property
specifically included in this group
wer e:

(1) certaindepreciabl e, depletable,
and r eal busi ness property;

(2) accounts and notes receivablein
the ordinary course of business
gener at ed f romt he sal e of goods and
servicesordinarily heldfor sale
by t he busi ness or i ncl udabl einthe
i nventory of t he busi ness;

(3) certaincopyrights, literary, nu-
sical, or artisticconpositions, or
simlar properties; and

(4) anounts resulting fromcertain
“invol untary conversi ons, ” i ncl ud-
ing net | osses fromcasualty and
theft.

Taxpayers reported all gains and
| osses not treatedas capital gai nson
For m4797, Sal es of Busi ness Property.
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Schedule D Gain Subject to 28
Percent Tax Rate
See "Tax CGener at ed. "

Secondary IRA Payments
(1'i ne 23b, Form1040)

See "I ndi vi dual Retirenent Arrange-
ment Deducti bl e Paynents. "

Self-Employed Health Insurance
Deduction D
(l'ine 26, For m1040)

The provision that all owed self-
enpl oyed persons, or owners of nore
t han 2 per cent of out st andi ng st ock of
an S corporation, to deduct, in the
cal cul ati onof AQ, upto 30 percent of
t he anount pai d for healthinsurance
for thenselves and their famlies
expi red on Decenber 31, 1993. [ n 1995,
abill was passedrestoringtheprovi-
sionretroactivelyfor 1994 and nmaki ng
it permanent.

Self-Employment Tax D
(l'ine 47, For m1040)

The cei lingfor sel f-enpl oynent i n-
cone subj ect tosoci al securitytaxwas
$61, 200 for 1995 ($60, 600 for 1994).
Al l self-enploynent inconme wthout
l[imt greater than $400 ($108. 28 for
church enpl oyees) was subj ect tothe
Medi care tax portion of sel f-enpl oy-
ment. (Seeal so“Total Tax Liability.”)

Short-Term Capital Gain or Loss
(l'ine 8, Schedul e D)

See "Sal es of Capital Assets, Net
Gain or Loss.™

Short-Term Gain or Loss from
Other Forms
(l'ine 4, Schedul e D)

See "Sal es of Capital Assets, Net

Gai n or Loss. "

Short-Term Loss Carryover
(l'ine 6, Schedul e D)

See "Sal es of Capital Assets, Net
Gain or Loss.™

Size of Adjusted Gross Income
(l'ine 31, For m1040)

The anpbunt of adj ust ed gross i ncone
reportedby thetaxpayer onthereturn
was t he basi s for cl assi fyi ng dat a by
si ze of adj usted gross i ncone. Returns
W t hout positive adjusted gross in-
cone, such as deficit returns or
returns on whichinconme and | oss were
equal , were cl assified as having “no
adj ust ed gross i ncone” and appear as a
separate cl ass i n nost basic tabl es.
The absence of a class |abeled “no
adj ust ed gross i ncone” i ndi cat es t hat
any deficit or break-evenreturnsina
table were included in the | owest
i ncone si ze cl ass.

Social Security Benefits
(i nes 20a, 20b, For m1040)

Soci al security benefits included
any nont hly benefit under titlell of
t he Soci al Security Act or the part of
a“tier lrailroadretirenent benefit”
t hat was equi val ent to a soci al secu-
rity benefit. Social security benefits
wer e not t axabl e unl ess t he t axpayer’s
total inconme (including tax-exenpt
interest) plus one-half of total social
security benefits exceeded certain
| evel s. The maxi numt axabl e anount was
up to 85%of the net social security
benefits received. Social security
benefitsrecei ved werereportedonForm
1040, |i ne 20a and t he t axabl e porti on
was reportedonline 20b. Taxpayers who
had no t axabl e benefits were not
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supposedt o showt hetotal benefits
ontheir i ncome tax returns.

Social Security and Medicare Tax
on Tip Income
(1'i ne 50, For m1040)

Cash ti ps amounting to $20 or nore
recei ved by the taxpayer in a nonth
whi | e wor ki ng f or any one enpl oyer were
subj ect tow t hhol di ng of i ncone t ax,
soci al securitytax (or the equival ent
railroadretirenent tax), and Medi care
tax. If the enployer was unable to
wi t hhol d t he soci al security and Medi -
care tax, the anount of uncoll ected
soci al securitytaxontipswasindi-
cated ont he enpl oyee’ s FormW 2, and
t he enpl oyeewas requiredtoreport the
uncol |l ectedtaxandpay it withthe Form
1040. I f t he enpl oyee di d not report the
tipstotheenployer, theenpl oyee was
requi redtoconputethesocial security
and Medi care tax onunreportedti ps on
Form4137 and attach it to For m1040.

Standard Deduction D
(itncludedinline 34, Form1040)

For 1995, t he basi c st andar d deduc-
tionanounts wereincreased. Taxpayers
who wer e age 65 or over or blindcould
cl ai man addi ti onal st andard deducti on
amount of $750 or $950 based onfiling
status. Bot hthe basi c and addi ti onal
st andar d deduct i ons wer e det er m ned by
marital filingstatus, as shown bel ow.

Single

Basi ¢ deducti on of $3, 900;

Each t axpayer 65 or over or bl indwas
al | owed an addi ti onal $950 deducti on
each for age and bl i ndness.

Marriedfilingjointlyor surviving
spouses

Basi ¢ deducti on of $6, 550;

Each t axpayer 65 or over or bl indwas

al | oned an addi ti onal $750 deducti on
each for age and bl i ndness.

Married, filingseparately

Basi c deducti on of $3, 275;

Each t axpayer 65 or over or bl i ndwas
al | oned an addi ti onal $750 deducti on
each for age and bl i ndness.

Head of Househol d

Basi ¢ deduct i on of $5, 750;

Each t axpayer 65 or over or bl i nd was
al | oned an addi ti onal $950 deducti on
each for age and bl i ndness.

Inthe statistics, the basic stan-
dard deduction is tabul ated for all
t axpayers who clainmed it, including
t hose who wer e 65 or over and/ or bl i nd.
The “addi ti onal standard deducti on”
total includes only the additional
anmount t hat was t aken by t hose t axpay-
ers who wer e 65 or over and/ or bli nd.

State Income Tax Refund
(l'ine 10, For m1040)

| f a taxpayer received a refund,
credit, or offset of state or | ocal
i ncone taxes i n 1995t hat was pai d or
deduct ed before 1995, all or part of
t hat anount hadtobereportedasincone
tothe extent that anitem zed deduc-
tion for state and | ocal taxes had
previouslyresultedinatax benefit.

State and Local Income Taxes
(l'ine 5, Schedul e A)

Taxes paid could be used as an
item zed deductionif ataxpayer had
state and | ocal incone tax withheld
fromtheir sal ary duri ng 1995; had pai d
state and |l ocal inconetaxesdirectly
during 1995 or for aprior year, or had
made mandat ory contri butions to spe-
cific state disability funds. (See
al so" Taxes Pai d Deduction.")
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Statutory Adjustments
(l'i nes 23-30, Form1040)

Certainadjustnentstototal i nconme
were allowed as deductions in the
cal cul ati on of adj usted gross i ncone.
For 1995, statutory adjustnents in-
cl uded paynents to a self-enpl oyed
Keoghretirenment planor asinplified
enpl oyee pension (SEP), forfeitedin-
terest penalty, certai npaynentstoan
| RA, al i nony paid, the sel f-enpl oyed
heal t h i nsurance deducti on, t he deduc-
tionfor one-half of self-enploynent
tax, andt he f orei gn housi ng deduct i on.
Each of the above itens i s descri bed
separately inthis section. Inaddi-
tion, statutory adj ustnments incl uded
jury duty pay recei ved by t he t axpayer
and given to the enployer if the
t axpayer continued to recei ve wages
whileonjury duty, the forestation/
reforestationanortizati ondeduction,
and the repaynent of supplenental
unenpl oynment benefits under t he Trade
Act of 1974. These anount s ar e i ncl uded
inthe“Qher Adjustnents” categoryin
the statistics.

Tax Due at Time of Filing
(1'i ne 65, For m1040)

“Tax due” was reported onreturns on
which total tax liability exceeded
total tax paynents.

Tax from Recomputing Prior-Year
Investment Credit
(l'i ne 49, Form1040)

The i nvest nent tax credit provi sions
of the lawincluded a recapture rule
whi ch requi red t axpayers t o pay back
sone or all of any i nvestnent credit
previ ously t aken on property di sposed
of before the end of the useful life
claimedinconputingthecredit.

The | awspecified that if property
qualifyingfor thecredit was di sposed
of beforethe endof its useful life,
the tax for the year of di sposal was
i ncreased by t he di f f erence bet weent he
credit originally clained and the
credit that woul d have been al | owed
based onthe shorter actual life. Tax
credits coul d not be applied agai nst
t hi s addi ti onal tax.

Tax Generated D

(1'i ne 38, For m1040)

Thi s anobunt was t he t ax conput ed on
nodi fi ed t axabl e i ncone. For 1995,

therewerefivebasictaxrates, 15,
28, 31, 36, and 39. 6 percent. Long-term
capi tal gains (inexcessof short-term
capital | osses) were subject to a
maxi mumt ax r at e of 28 percent. The 15-
percent bracket applied to taxable
i ncone equal to or bel ow $23, 350 f or
singlefilers; $39,000for joint filers
or surviving spouses; $19,500 for
married personsfilingseparately; and
$31, 250 f or heads of househol d. The 28
percent tax bracket appliedtotaxable
i ncone in excess of the 15 percent
bracket ceil i ng and equal to or bel ow
$56, 550 for singlefilers; $94, 250 f or
joint filers or surviving spouses;
$47,125 for married persons filing
separatel y; and $80, 750 for heads of
househol d. The 31 percent tax rate
appliedtotaxabl einconeinexcess of
t he 28 per cent tax bracket ceili ng and
equal to or bel ow$117, 950 f or single
filers; $143,600 for joint filers or
survi vi ng spouses; $71,800for narri ed
persons filingseparately; and $130, 800
for heads of househol ds.
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The 36 percent tax rate appliedto
taxabl e income in excess of the 31
percent tax bracket ceilingand equal
t o or bel ow$256, 500 for singlefilers,
joint filers, or survivingspouses and
heads of househol ds and $128, 250 f or
marriedpersonsfilingseparately. The
39.6 percent tax rate applied to
t axabl e i ncone i n excess of and 3. 5.

| f childrenunder age 14 had i nvest -

ment i ncone t hat exceeded $1, 300, there
wer e t wo nmet hods of reportingthis

incone. If thechildfiledhis or her
ownreturn, theinvestnent i nconet hat
exceeded $1, 300 was taxed at the
parents’ rate on Form8615 (t heremnai n-
i nginvestnent i ncone was t axed at t he
child s rate) and tabul at ed sepa-
rately in Tables 3.4 and 3.5. If the
parents el ectedtoreport thechild s
i nvestnent i nconeontheir return, they
attached a Form8814. The i nvest nent
i ncore i n excess of $1, 000 was i ncl uded
on Form1040, line 21. The remai ni ng
i nvest nent i ncone i n excess of t he $500
standard deducti on was taxed at the
child srate (15 percent), addedtothe
parents’ tax on Form1040, |i ne 38, and
i salsotabul ated separatelyin Tabl es
3.4 and 3. 5.

On nost returns, except thosew th
addi ti onal taxes fromspecial conput a-
tions, “tax generated’” equal ed“i ncone
tax beforecredits.” (See al so “Mdi -
fied Taxabl e I ncone. ")

Tax Payments
(l'i nes 55, 56, 58-61, Form1040)

These paynent s wer e general | y nade
beforethereturnwas fil ed and were
appliedagainst taxliabilitytodeter-
m ne any anount payabl e or ref undabl e

at thetinmeof filing. They consi sted
of thefollow ng:
(1) incone tax w thheld, including
backup wi t hhol di ng;

(2) estimatedtax paynents (i ncl udi ng
those from overpaynent on 1994
return);

(3) paynent withrequest for extension
of filingtine;

(4) excess soci al security, Medicare,
or railroad retirenment tax wth-
hel d;

(5) credit for tax oncertaingasoline,
fuel, and oi | ;

(6) credit fromregul at ed i nvest nent

conpani es.
Each of t he above i s descri bed under

a separate headinginthis section.

Al t hough t he earned i ncone credit
was i ncl uded wi t ht ax paynents ont he
taxreturnitself (Iine57, Form1040),
forthestatisticsitistreatedpartly
as acredit agai nst inconetax|iabil-
ityandpartly as arefundabl e anount.

(See al so “Earned I ncone Credit.”)

Tax Penalty
(l'i ne 66, For m1040)

See "Pr edet erm ned Esti mat ed Tax
Penal ty."

Tax Preparation Fees

(l'ine 21, Schedul e A) Tax preparation
fees were i ncl uded on Schedul e Aas a
m scel | aneous deduction, thetotal of
whi ch was subj ect to a 2 percent of AG
[imtation. The amounts reportedin
the statistics are prior to this
[imtation. (Seealso“LimtedM scel -
| aneous | t em zed Deductions.”)

Tax Rates, Tax Rate Classes
See “Tax Generated.”
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Tax Withheld
(1'i ne 55, For m1040)

See "l ncone Tax Wt hhel d. "

Tax-Exempt Interest
(11 ne 8b, For m1040) Tax- exenpt inter-
est includedinterest oncertainState
and muni ci pal bonds, as wel | as any t ax-
exenpt i nterest di vi dends f roma nut ual
fund or other regul ated i nvestnent
conpany. This was aninformationre-
portingrequirenment and di d not convert
t ax- exenpt i nterest intotaxablein-
terest.

Taxable and Nontaxable Returns

The t axabl e and nont axabl e cl assi fi -
cationof areturnfor thisreport is

det erm ned by t he presence of “tot al
i nconme tax” (the sumof i nconetax after
credits and the alternative m ni num
tax). Sonereturnsclassifiedas “non-
t axabl e” may have had aliability for
ot her taxes, such as sel f - enpl oynent
tax, Railroad Retirenent Tax Act (RRTA),
soci al security or Medi care taxes on
ti pincone, uncol |l ected enpl oyee so-
cial security tax on tips, tax from
reconputing prior-year investnent
credit, penalty taxes on individual
retirenment accounts, Section 72 pen-
alty taxes, advance earned incone
credi t paynents, househol d enpl oynent
t axes, or gol den parachut e paynents.
These t axes, however, were di sregar ded
for the purposes of thisclassification
since four of the above taxes were
consi dered social security (rather
t hanincone) taxes, and the renai ni ng
ones, except for advance earnedi ncone
paynments, were either based on prior
year’s incone or were penal ty taxes.

For thi sreport, the earnedi ncone
credit istreated first as an anount
used to offset incone tax before
credits. Sincetheearnedinconecredit
was ref undabl e, it was subtracted from
inconetax (for thestatistics) after
reductionby all other statutory cred-
its. Asaresult, sonereturns became
nont axabl e strictly because of the
earned i ncone credit if there was no
al ternative m ni numt ax and t he ear ned
incone credit equaled or exceeded
i ncone tax before credits reduced by
any ot her credits.

It shoul d be notedthat cl assifica-
tion as taxabl e or nont axabl e was based
oneachreturnasit was fil edand does
not refl ect any changesresultingfrom
audi t or ot her enforcenent activities.

Taxable Income
(i ne 37, Form1040) Taxabl e i ncome was
derived by subtracting fromadj ust ed
gr oss i ncone any exenpti on anount and
either total item zed deductions or the
standard deduction. On current year
returns, “taxabl eincone” was i denti -
cal to“nodifiedtaxableincone.”

Taxable Interest Received
(1'i ne 8a, For m1040)

Thi s anmount was t he t axabl e porti on
of i nterest recei ved frombonds, deben-
tures, notes, nortgages, certainin-
sur ance pol i cy proceeds, personal | oans,
bank deposits, savi ngs deposits, tax
refunds, and U. S. savi ngs bonds. Al so
i ncl uded as i nterest were “di vi dends”
on deposits or wi t hdrawabl e accountsin
nmut ual savi ngs banks, savi ngs and | oan
associ ations, andcredit uni ons. These
anount s coul d, i nsone ci rcunst ances,
i nclude achild sincome which
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was to betaxedat theparent’ srate.
I nt erest on state or | ocal gover nnent
obl i gati ons remai ned t ax- exenpt, but
thetotal tax-exenpt i nterest hadto be
reportedonline8bof Form1040. It was
not i ncl udedinthetaxpayer’ sincone
for tax purposes. (See al so*“ Tax- Exenpt
Interest.”) Taxabl e I RAD stributions
(inAd)
(1'i ne 15b, For m1040) See "I ndi vi dual
Retirement Arrangement Taxable
Di stributions. " Taxabl e Pensi ons and
Annuities (inAQ)
(l'i ne 16b, For m1040)

See "Pensi ons and Annui ties."

Taxable Social Security Benefits

(recei ved)
(1'i ne 20b, Form1040)

See "Soci al Security Benefits."
Taxes Pai d Deducti on
(l'ines 5-9, Schedul e A)

Taxes al | owed as anitem zed deduc-
tion fromadjusted gross i ncone, in-
cl uded personal propertytaxes, state
and | ocal i nconetaxes, taxes paidto
foreigncountriesor U S. possessions
(unless a foreign tax credit was
clainmed), andreal estatetaxes except
those levied for inprovenents that
tended to increase the val ue of the
property. Mandat ory enpl oyee contri bu-
tionstoastate disability fund and
enpl oyee contributions to a state
unenpl oynent fund were al soi ncl uded.
Feder al taxes were not deducti bl e.

Taxes pai d on busi ness property were

deduct ed separ at el y on t he schedul es
for business, rent, royalty, andfarm
i ncone and ar e excl uded f romt he “t axes
pai d” statisticsinthisreport.

Total | ncone
(l'ine 22, Form1040) Total i ncone was
t he sumof the i ndi vidual i nconeitens
(ltnes 7 through 21) Dbefore
adj ust ment s. Tot al | ncone Tax

(lined46 +1ined48 - lineb57, limted
to zero, on For m1040)

Total incone tax was the sum of
incometax after credits (includingthe
subtractionof theearnedinconecredit)
andthealternativemninumtax. It did
not i ncl ude any of t he ot her t axes whi ch
made up total tax liability. Total

i nconetax was t he basi s for cl assi -
fyingreturns astaxabl e or nont axabl e.

Total Item zed Deducti ons D
(itncludedinline 34, Form1040)

I tem zed deducti ons fromadj ust ed
gross inconme could be clainmed for
medi cal and dental expenses, taxes
pai d, i nterest paid, contributions,
casualty and theft |osses, noving
expenses, and m scel | aneous deduc-
tions. Item zeddeductions were cl ai ned
onlyif they exceededthetotal stan-
dard deduction, withthreeexceptions.
First, if ataxpayer was married and
filing separately, and his or her
spouse i tem zed deducti ons, the spouse
was requiredtoitemzeaswell. Second,
t axpayers i n several states werere-
quiredtoitem ze deductionsontheir
Federal tax returns if they wwshto
itemzeontheir Statereturns. Third,
i f ataxpayer benefitedfor alternative
m ni mumt ax pur poses, they mght item
i ze event hought he st andar d deducti on
was | arger. The total anount of item
i zed deductions was tabulated only
fromr et ur ns showi ng posi tive adj ust ed
gr oss i ncone.

| f a taxpayer had AG in excess of
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$114,700 ($57,350if marriedfiling
separately), hisor her item zed deduc-
tions may have been limted. The
limtationdidnot applytothe deduc-
tions for medi cal and dent al expenses,
i nvest nent i nt er est expenses, casualty
or theft | osses, andganbl i ng | osses. To
arrive at allowable item zed deduc-
tions, total item zed deducti ons were

reduced by the smal l er of: a) 80
percent of the non-exenpt deduc-

tions, or b) 3 percent of the anount of
AGQ in excess of $114, 700 ($57, 350).
Therefore, total item zed deducti ons
i s the sumof the separ at e deducti ons
cited above, | esstheitem zed deduc-
tionlimtation.

Total Miscellaneous Deductions

See "M scel | aneous |t em zed Deduc-
tions."

Total Rent and Royalty Income or
Loss
(l'ine 26 plus i ne 39, Schedul e E)

Thi s i nconme concept consi sted of all
rent androyal tyinconme and | oss whi ch
was used i n conputingadjustedgrossin

-cone, includingfarmrental i ncone
and suspended rental | oss carry-over
fromprior years. |t excluded that
portion of rental | osses whi ch was not
deducti bl ei nconputi ng adj ust ed gr oss
i ncone due tot he passi vel oss rul es.

Total Statutory Adjustments
(1'i ne 30, For m1040)

Total statutory adjustnents wasthe
sumof the individual adjustnentsto
i ncone (| ines 23a-29).

Total Tax Credits
(l'i nes 45, 57, Form1040)

For thisreport, total taxcredits

consi sts of the fol |l ow ng:

1) chil d and dependent care credit;

2) credit for the elderly and di s-
abl ed;

3) foreigntax credit;

4) general businesscredit;

5) m ni rumtax credit;

6) earnedinconecredit (EIC) usedto

of fset inconme tax beforecredits;

7) nortgageinterest credit;

8) enpower nent zone enpl oynent credit;
and
9) other tax credits.

These anmpbunts were deducted from
inconetax beforecreditstoarrive at
incone tax after credits. For the

statistics, the portionof the EIC
whi ch did not result in anegative

anount i s tabul at ed as “ear ned i n-
conecredit usedtoof fset i nconme t ax

beforecredits.” Any renai ning EI C
amount coul d be ref unded or appliedto
ot her taxes, andi s cl assified sepa-
ratel y as “earnedinconecredit refund-

abl e portion,” or “earned inconme
credit usedtoof fset other taxes.” Al

other credits were limted to the
anmount needed to of fset i ncone t ax

before credits and wer e not ref und-
abl e or used to of f set any ot her t axes.

Total Tax Liability
(l'ine 54 nodi fiedbythe earnedincone
credit, Form1040)

Total tax liability was the sumof
inconmetax after credits, thealterna-

tive m ni numtax, self- enpl oynent tax,
soci al security and Medi caretax on

tips, tax fromreconputing prior-year
i nvestment credits, taxes fromindi -
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vi dual retirement accounts, Section
72 penal ty t axes, househol d enpl oynent
t axes, and t ax on gol den parachut e

paynments. These taxes were then
reduced by the earned i ncone credit
usedtooffset all other taxes (defined

under “Earned I ncome Credit). For
thestatistics, unlikethe For m1040,

total tax liability does not include
any advance earned incone credit

paynent s.

Type of Tax Computation
(I'ine 38, Form1040)

Tabul ationsin Tabl e 3. 1i ncl ude

t hr ee net hods of conputingthetaxon
i ncome subj ect totax. These net hods
wer e:
(1) regul ar tax, as conput ed fromt he

tax tabl es or tax rate schedul es
acconpanyi ng t he For ns 1040, 1040A, or

1040EZ ( see al so “Regul ar Tax Com

putation”);
(2) Form8615, usedto conputethetax

oni nvest nent i ncome of chi |l dren under
14;: and

(3) Schedule D, Form 1040, used to
conmput e t he 28 percent tax on |l ong-

termcapi tal gains (i nexcess of short -
termcapital | osses.)

Unemployment Compensation
(l'ine 19, Form1040)

Al'l unenpl oynent conpensation re-
ceivedwas taxable. It didnot include
any suppl errent al unenpl oynent benefits
recei ved f r oma conpany- f i nanced suppl e-
ment al unenpl oynment benefit fund, whi ch
wer e i ncl uded i n sal ari es and wages.

Unreimbursed Employee Business

Expenses
(l'i ne 20, Schedul e A)
Thisitem addedtoget her wi t h nost
ot her m scel | aneous it em zed deduc-
tions, was subject toa floor of 2
percent of A . Unrei nbursed enpl oyee
busi ness expenses i ncl uded travel ,
transportation, nmeal, and enter-
tai nment costs i ncurredwhil e based at

or away fromhone i nt he perf or mance of
job duties. Fifty percent of neal

and entertai nment expenses were de-
ducti bl e, and wer e cal cul at ed on Form

2106, Enpl oyee Busi ness Expenses.
Many ot her expenses such as uni on dues,
saf ety equi pnent, uniforns, protective

cl ot hi ng, and physi cal exam nati ons
wer e al so deducti bl e. Travel expenses
away fromhone whi ch were pai d or

i ncurredwere not deductibleif the
peri od of tenporary enpl oynent was nor e
t han one year. The anountsreportedin

the statistics were prior tothe 2
percent limtation. (Seealso“Limted
M scel | aneous It em zed Deductions. ™)

SORCE |IRS, Satisticsof | ncome-
1995, | ndi vi dual | ncone Tax Ret ur ns,
Publ i cat i on 1304.



